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Part B: Practical Questions - All of the following questions must be answered 
 
Answer these questions in the exam booklet provided. There are 56 marks for this section. 
 
Question 1 -  27 marks 
 
You are the senior management accountant within the head office of B Limited, an import 
and distribution business. You report to the financial controller, Barry Bringit. 
B Limited is currently renting a warehouse for use in its import and distribution business. The 
company currently has surplus cash of $2,500,000, and it has been told that it could build a 
warehouse equivalent to the rented one, thus saving future costs and, ultimately, making the 
business more profitable. 
 
The following NPV has been prepared to assist in analysing the proposal. 
 
Barry has also provided you with the following additional information to use in analysing the 
proposal prepared by the production manager: 
 
A. The period of five years represents the lease period applicable to the current rental 
agreement renewal for the warehouse. 
B. It is currently unknown what B Limited would do with the building after five years, but one 
possibility is to sell it. The estimated selling price would be $1.250 million. 
C. B Limited has been told that depreciation of $250,000 per year would be available for the 
company to use for additional tax deductions. 
D. B Limited’s current WACC is 14.0%. 
Tasks 
For this activity you are required to: 
1. Identify the obvious errors or omissions in the NPV calculation as presented. 
2. Identify the qualitative issues that may affect the decision to build the warehouse. 
3. Redo the NPV calculation correctly. 
4. Based on the available information calculate the payback period for building the new 
warehouse 
5. Based on all of the above information, state whether you would accept the proposal or 
not. 
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Question 2 – 14 marks   
  
Last year (2016), Simmons Company installed new factory equipment. The owner of the 
company, Gene Simmons, recently returned from an industry equipment exhibition where he 
watched computerized equipment demonstrated. He was impressed with the equipment’s 
speed and cost efficiency. Upon returning from the exhibition, he asked his purchasing agent 
to collect price and operating cost data on the new equipment. In addition, he asked the 
company’s accountant to provide him with cost data on the company’s equipment. 






Purchase price $210,000 $250,000 
Estimated salvage value 0 0 
Estimated useful life 5 years 4 years 
Depreciation method Straight-line Straight-line 
Annual operating costs other 
than depreciation: 
  
Variable $50,000 $12,000 
Fixed 30,000 5,000 
 
 
Annual revenues are $360,000, and selling and administrative expenses are $45,000, 
regardless of which equipment is used. If the old equipment is replaced now, at the 
beginning of 2017, Simmons Company will be able to sell it for $58,000. 
 
Instructions 
(a) Determine any gain or loss if the old equipment is replaced. 
(b) Prepare a 4-year summarized income statement for each of the following assumptions: 
(1) The old equipment is retained. 
(2) The old equipment is replaced. 
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Question 3 – 15 marks 
 
Milwaukee, Inc. has three divisions: Bud, Wise, and Er. The results of May, 2016 are 
presented below. 
    Bud     Wise      Er              
Total 
Units sold 3,000 5,000 2,000 10,000 
Revenue $70,000 $50,000 $40,000 $160,000 
Less variable costs 32,000 26,000 16,000 74,000 
Less direct fixed costs 14,000 19,000 12,000 45,000 
Less allocated fixed costs     6,000   10,000     4,000     20,000 
Net income $18,000 $ (5,000) $  8,000 $  21,000 
 
All of the allocated costs will continue even if a division is discontinued. Milwaukee allocates 
indirect fixed costs based on the number of units to be sold. Since the Wise division has a 
net loss, Milwaukee feels that it should be discontinued. Milwaukee feels if the division is 
closed, that sales at the Bud division will increase by 12%, and that sales at the Er division 
will stay the same. 
 
Instructions 
(a) Prepare an analysis showing the effect of discontinuing the Wise division. 
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